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Since 1991, a wave of bilateral and multilateral economic integration initiatives has swept through
the Americas, since most Latin American and Caribbean countries have rushed to reform their
economies and tear down barriers to trade. Now, with the agreement to incorporate all of North
and South America into a vast Free Trade Area of the Americas (FTAA) by the year 2005, the Latin
American and Caribbean nations are expected to accelerate their efforts to link subregional trading
blocs into a single, broad free trade zone in the southern hemisphere in preparation for their
eventual joint entrance into the FTAA.
At the recent summit of Western Hemisphere heads of state, held in Miami Dec. 9-11, the presidents
of 34 countries from around the Americas agreed to complete all negotiations to forge the FTAA
by the year 2005. Once formed, the FTAA will constitute the largest free trade area in the world,
with an estimated market of 850 million consumers and a combined GDP of US$13 trillion. Still,
before the US and its two partners in the North American Free Trade Agreement (NAFTA) will
agree to merge NAFTA into the FTAA, most countries in the Caribbean, Central, and South America
will be expected to open their economies much more and bring their trade practices and economic
policies in line with the free trade parameters outlined in NAFTA. Indeed, so far Chile is the only
other country in the hemisphere that has been invited to open talks on joining NAFTA because the
US argues that even the nations next in line for negotiations such as Argentina, Venezuela, and
Colombia must still enact basic reforms as a prerequisite for membership in the North American
trade accord.
As a result, in the short to medium term, most Latin American and Caribbean countries are
expected to focus on accelerating economic integration among themselves to prepare for the
eventual hemispherewide free trade zone. By first building on existing subregional trade
agreements, countries in the southern hemisphere will bring their own trade practices in line with
one another. That, in turn, will provide a multilateral framework through which the Latin American
and Caribbean countries can harmonize trade practices with the NAFTA nations, and eventually
negotiate the construction of the FTAA. At present, a confusing mosaic of multilateral and bilateral
trade pacts exists throughout the southern hemisphere, since most countries in the region have been
swept into an unprecedented thrust in recent years to open the region's economies and tear down
barriers to trade.
According to the Latin American Economic System (Sistema Economica Latinoamericano, SELA),
at least 10 different trade agreements have been signed involving two or more countries in Latin
America and the Caribbean just since 1991. At the same time, other trade accords that were already
functioning have been modified and broadened. In fact, Jan. 1 will mark a turning point in the
regional integration process, since three major trade accords will be set in motion on that day.
About 90% of trade will become duty free among the four members of the newly formed Southern
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Cone Common Market (Mercosur), which includes Argentina, Brazil, Paraguay, and Uruguay. Also,
the members of the Group of Three (G-3) which includes Mexico, Colombia, and Venezuela will
implement the first tariff reductions and other agreements contained in their trade accord. The G-3
accord, which was signed in June of this year, calls for the complete elimination of tariffs on trade
among the three partners within 10 years. Finally, the Andean Pact countries Colombia, Venezuela,
Ecuador, Peru, and Bolivia will enact a common external tariff (CET) on Jan. 1, which those countries
had been negotiating on and off since the Pact was formed in 1969. The CET will range from 5% to
20% on products imported from third countries, although a list of "exceptions" to the CET will be
slowly phased out by the turn of the century. Trade among the Andean Pact countries is already
largely duty free.
"The Latin Americans are going gangbusters on free trade," said Elliot Abrams, who served as the
top State Department official on Latin America under former president Ronald Reagan. "There has
not been one step back." The rapid creation of multilateral and bilateral free trade zones has already
spurred an unprecedented surge in intraregional trade. According to a study released in October by
SELA, the total value of goods and services traded among the Latin American countries climbed to
US$23.087 billion in 1993, an 87% jump compared with 1990, when intraregional commerce totaled
US$12.378 billion. Intraregional commerce now accounts for 18% of Latin America's total yearly
trade, up from 13% in 1990.
Since implementation of the FTAA will not begin until after the year 2005, most Latin American
executives believe that growth in intraregional trade will be more important in the short to medium
term than growth in trade with the three NAFTA countries. A survey released in early December
by Arthur Andersen & Company found that an overwhelming majority of executives interviewed
in Argentina, Brazil, Chile, and Venezuela said that trade among Latin American nations will be
more important than trade with NAFTA members for at least the next five years. Moreover, some
countries particularly Brazil hope to first consolidate their positions as dominant trade partners in
the region in advance of the FTAA, thus enabling them to better compete with the US and Canada in
the long term.
"Brazil wants to emerge as a kind of queen bee of a South American free trade zone," editorialized
The New York Times in a recent article. Brazil hopes to take advantage of shorter shipping distances
and other competitive edges to gain more of a foothold in the face of North American competition,
according to The New York Times. Brazilian manufacturers believe that delays in building the
FTAA will give them more time to establish supply lines, credit lines, and consumer loyalties
throughout South America. Not surprisingly, then, last February Brazil became the first country to
formally propose the creation of a South American Free Trade Association (Area de Libre Comercio
Suramericana, ALCSA) that would fuse Mercosur with the Andean Pact, and then leave the door
open for Chile to join as well. That initiative was embraced by all South American nations during
a conference of regional trade ministers last June, and negotiations among those countries have
steadily advanced since then. The participating nations hope to complete all negotiations to form
ALCSA by June 1995. In addition, preliminary negotiations are already underway to draw the 13
members of the Caribbean Community (CARICOM) and the Central American Common Market
(CACM) nations into ALCSA after it is formed.
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SELA together with the UN's Economic Commission on Latin America and the Caribbean (ECLAC)
and the Latin American Integration Association (Asociacion Latinoamericana de Integracion,
ALADI) sponsored the first conference of regional economic integration officials Oct. 10-11 in
Ecuador to discuss the steps that must be taken to harmonize trade practices among the different
multilateral trade blocs in the Caribbean, Central, and South America. That would lay the
groundwork for their eventual integration into a single, broad free trade zone in the southern
hemisphere. SELA, ECLAC, and ALADI have already begun an extensive review of the individual
subregional trade agreements to compare their similarities and disparities, which will then be used
as a guideline for future negotiations.
According to SELA officials, the three organizations are particularly focusing on the different clauses
in each trade agreement that deal with rules of origin, safeguards, dispute settlement mechanisms,
tariff and customs nomenclatures, immigration and cross-border transportation, and preventive
measures to avoid unfair trade practices such as "dumping." According to preliminary findings,
there are wide disparities on some of these issues that will be difficult to reconcile. Regarding rules
of origin, for example, the CARICOM countries allow goods to be traded through the Caribbean
Community even if up to 65% of a product is made with foreign inputs, which reflects the weak
industrial base of those nations.
In contrast, Mercosur only allows up to 40% of the content of goods to come from foreign inputs.
Notwithstanding the disparities, negotiations to link the trade blocs are expected to gain force
rapidly after April 1995, when trade ministers from all the countries grouped in the different
subregional pacts are scheduled to meet to hammer out a strategy and concrete plan of action for
integration. "There are many common elements, but there are also many disparities among the rules
and regulations on trade established by Mercosur, the Andean Pact, the CACM, and CARICOM,"
said Juan Francisco Rojas, ALADI's secretary general. "Nevertheless, at all costs we must overcome
the tendencies toward fragmentation. We must unite to better negotiate economic integration
accords with the NAFTA members and with other extraregional economic blocs. The process of
integration is progressing very rapidly, and huge steps forward are likely to occur even when all
the participants are not completely prepared. We are aware of the risks involved, but the new trade
realities unfolding among our countries make it very difficult to take any steps backward."

-- End --
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